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;j)Dr::33  3Y  joHi^r  J,  pullim  3  0^ 

Prosidont  flnigranfc  Industrial  Scvings  Bank,  H6E7  Tox^  City  X 
Jrosidont  Savings  Banks  Association  of  the  Stato  of  Hevr  York 

Before  gho  Annual  Oonvention 

Ag  A?L/iIITIO  CITY.  E/  JIRSUy 
JUNB  24,  1921 

She  d&rk  olooa«  of  dvipreaslon  \7hlch  o^erhai^  the  f  Ib^jdoI&I  and  Indnstrial  atino0«- 
phero,  iaark  the  coming  dosni  of  a  nav  and  revitalized  economie  dasr*    Shere  is  m  jus- 
tiflcatioa  for  peasiaisiiu    She  abtendont  Jolts  of  business  readjustment  necessarily 
bring  severe  shocks*  but  th^  are  teiaporaxy»    HJhe  only  difference  in  tlie  present  dif- 


degree 


struggle 


majority  of  us  seek  to  readjust  bacla/ard  instead  of  forward;  v;q  seek  the  solution  of 
problonjs  by  old  methods,  whon  gonorally  the  old  methods  r^ro  rosponsibla  for  the  prob- 

■ 

Ions,    Thoro  is  no  bettor  illustration  of  the  application  of  this  principle  than  the 
present  railroad  situation.    For  years  the  banking  system  of  the  naticai  which  parallels 
the  railroad  systoo  as  an  economic  factor,  fombled  along  with  obsolete  methods  lacking 
coordination  ?md  experieaciiic;  periodic  depressions  and  crises  until  the  ^erican 
basinoss  man  bank  depositor,  \3ho  was  aff  JCted  most  by  recurrent  disturbances,  demanded 
th0  dsvelopmsBt  of  a  sciex^e  of  banking. 

* 

Ue  may  roeall  that  most  bankers  actually  retarded  the  development  of  a  nov7  re- 
serve  system  chiefly  because  of  the  difficulty  in  roconciling  their  old  methods  of 
doing  business  with  a  system  which  woua»d  require  coordination  of  tho  facilities  of 

* 

banking  and  designed  to  prevent  in  every  future  decade  a  v/ido- spread  financial  dis- 


aster*    Banking  and  transportation  services  are  commodities  -Jhich  got  production  to 
the. consumer.    Both  are  essential  public  service;  both  nro  carefully  regulated  and 
supervised;  the  only  diff oronce  in  the  two  forms  of  service  is  that  since  the  inaugura- 
tito  of  the  Federal  Reserve  system,  bai&ing  has  developed  a  science*  the  basic  manager 
is  in  a  professiOKii  class  of  toilers,  -  while  t]^e  railroads  have  continned  to  develop 


bUms  Sighly  coinpatitlve  linos  r/ithoav  reoosnition  of  any  sol^a  0I 
ittBkiag  htm  aoordlnatod  Its  i&tell^onoo  and  onergy  in  a  great  axid  enduriag  reserro 
QFV^iMt  Of  teliui,  at  a  protootion  agaiasi  pabUo  Bitmiddrfltaiidixig  and  ▼Igimao  propa* 
gaada«   9bMP«  U  •tobilily  and  n^ani^w  to  t&o  ^erioaft  iMtOclag  ojrstem.   On  tlio 
otlMr  lundt  Uio  iMtioan  railroad  system  utterly  Xades  ooordlaatloiu    tk  Is  tlio 
tasgot  of  vlaions  j^jpae^ttdlsts  l»oceui*e  tiiey  find  ^eir  aanuiitlon  effeotive« 

910  seeiirlty  oonor  luui  doplored  for  years  the  roourront  despresslona  in  railroad . 
feourlty  oaxkot  vabies  as  evidensifts  ^  iUok  of  ftindnmantal  stat^iUty  in  the  xnarlcet^ 
all  of  vhioh  served  to  shake  his  faith  in  the  railroad  sooarity  aa  a  safe  issvestment  • 
fiotc7ithatanding  this  dfigpresaed  state  of  mind  and  a^arent  lack  of  oonf  ide&oe«  the  fast 
reoainod  that  the  investor  vas  the  ooner  of  ten  and  one-half  billions  of  rail\7ay  in- 

■ 

debtodness  vithoat  a  sent  of  sinlUng  fttnd  in  any  of  the  railroads  for  meeting  maturi- 
ties*  Railway  indebtedness  has  always  been  eonsidered  by  managoaent  as  peannanent  and 
in  the  ease  of  maturitiest  lilco  vhon  the  farmer  first  vietved  a  giraffe^  he  said  "tCh^ro 
ain*t  no  seoh  animal'* •   Railway  maturities  are  like  milo-posts  inoroasing  milaage  on 
the  vray;  thoy  inoreaso  indebtcdnoss  by  refundixig* 

Until  the  organization  of  the  Hational  Assoeiatien  of  Omers  of  Bailroad  Samri- 
tioSt  holders  of  railroad  bonds  were  without  adequate  proteetiva  reprosa»ta*io&«  It 
vas  eonsidered  that  bond  holders  Beaded  protaation  previooa  to  dafanlt  with  its 

aoaaeguaBt  losaaa  and  diffiaaltiaa*    (Eheaa  bond  holders  prinaipally  the  institutional 
iavastorst  in  siiasge  of  vast  tr^st  funds  in  uhi4h  SOjt  of  the  imarioan  poblie  has  a 
financial  iatwestf  were  far  in  taie  baokgroand  for  a  long  period  of  time«  when  oon^ 
sideratioax  was  aoa^  for  the  railroads  from  the  interstate  Oomneroe  OommiMiion.  from 
the  public  and  from  logislatlv©  and  other  bodies«    For  y oars  the  railroads  a^ppeared 
alt  hafl.yi,Tygff  of  the  Interstate  Commerce  QSBHaaion  as  criminals  before  the  Bar* 
i;;(hethor  these  conditions  arose  from  methods  of  misguided  public  policy  on  the  part  of 
railroad  exeoutives  or  because  of  political  or  other  reasons  it  was  though  that  tha 
mm&TS  of  tha  propertioa^^the  holders  of  railroad  securities, -A/ere  not  oonoasnad*  A 
oriels  arose  and  the  time  had  arrived  nhen  the  owners  of  tho  soaorities  of  tha  rail- 
roads msst  organise  for  their  mutual  protection.   A  aaating  waa  held  in  Saltlnava  and 


^li  of  that  mddtlng  oaae  the  HatioaaX  Assooiatioa  of  Omortf  of  Bailroad  SdOttritl60y 
only  real  agosoy  through  which  railroad  iwrestors  as  a  ho^  can  speak*    !Ehat  ^sooiatif 
1^3  developed  until  tod^  it  represents  nearly  $12,000,0009000  of  railroad  securities 
in  its  iQOQibQrship.    Its  inf luonoe  is  far  reaching  for  it  has  coniDittees  organised  or 

* 

in  the  process  of  organisation  in  more  than  500  cities  throughout  the  country.  !Che 
Qonanittoos  of  thQ  Association  contain  about  200  men  of  prominence  in  their  respootivo 
Qommunitios  reprosonting  all  shades  of  opinion, 

■ 

I  differ  from  thoso  who  soek  to  differentiate  between  stocldiolders  and  bondholders, 

* 

Jhe  Association  of  security  owners  represent sjarge  ownership  of  stook  in  addition  to 
osmership  of  bonds*    Their  interests  are  much  alike,  particularly  in  such  days  as  these 
whoa  few  railroads  aro  earning  the  interest  on  their  bonds.    But  the  bondholders  have 
the  prior  lion  on  these  properties  althonfl^  without  voting  power  and  that  lien  is  now 
subjected  to  great  loss  if  the  railroads  aro  not  placed  in  a  position  to  make  suffi-> 

* 

cient  earnings  to  protect  their  bonds, 

She  Association  of  security  owners  heui  no  desire  to  interfere  with  the  stockhold- 

* 

ers*  right  of  electing  railroad  managements,  but  when  the  owners  of  railroad  securi- 
ties  see  veritable  chaos  in  railroad  management^  is  it  not  entirely  proper  for  them  to 

t 

assort  their  right  of  inquiry? 

-Bie  groat  investment  and  financial  institutions  of  Groat  Britain  permanently  re- 
tain ongineoring  advice  in  respect  to  property  invostod  in  not  only  aurizig  the  stages 
of  investigation  and  construction  but  also  during  this  subsequent  period  of  operation. 
Thus  the  owners  are  protected  against  mistakes  of  the  operating  staff,  particularly 

V 

when  the  property  is  located  a  long  distance  from  the  investor*    !I!his  protection  Is 
given  by  periodic  oxeminations  and  reports  from  consulting  ad7lsors  oon^etent  to  see 
that  money  spont  on  the  property  is  earning  a  fair  return  by  proper  management  and 
maintennnoo.    In  this  country  consulting  engineers  are  usually  retrained  to  make  f^i^eport 
on  the  property  which  if  favorable  is  frequently  used  with  a  circular  soliciting  a 
subscription  to  bonds  and  the  services  of  the  engineer  have  gexu^rally  been  dispensed 
with  on  the  cos^letion  of  such  report*    In  Great  Britain  it  is  precisely  at  this  point 
that  the  v/oxk  of  the  consulting  engineer  becomes  of  greatest  aid* 


A  3ritisli  trustoo  investor  would  bo  coixsidered  most  unbusinesslike  if  he  did  not 
follov/  tho  oxpoudituros  of  thQ  funds  Icanod  rjad  to  rarJce  suro  tho.t  the  property  is  r-t  a 
timos  officiently  mnnw-igod.    It  3oe.^b  peculiar  thcb  this  fr.ilure  to  utilize  independent 
and  oxporionood  onginooriiis  tclent  hau  been  the  exact  custom  of  mrjiy  ^iraoricaii  imQatort 

But,  gontlsmon,  \7ith  vast  calls  -ivhioh  uill  be  made  on  sources  of  imorloan  capital 
in  tho  noxt  dooads  to  finance  foreign  cntoirprise  and  to  care  for  our  own  domostio 
noods,  this  offioiont  British  system  of  protection  against  loss  in  investment  by 
sciontifio  v/atohfulncss  of  the  operation  of  proportios  socurisg  tho  investmont  oust  be 
adopted  by  the  ^jorican  investor*    It  v/as  in  part  with  a  view  toward  such  protection 
that  the  Association  of  security  owners  recently  appointed  a  Board  of  Bconomics  and 
liiZiginooring  composed  of  such  distlnguiGkhed  engineers  as  John  F»  Stevens,  John  F*  V/al- 

•  •  • 

laco,  !•  B«  StiXlwell,  \7.  \7«  ColpittB,  CoI«       A«  Jolitor,  and      X«*  Darling*  about 
which  I  intend  to  refer  later  in  this  discussion* 

Tho  owners  of  railroad  securities  have  a  distinct  <3uty  to  perform  in  the  present 
railroad  crisis*    !Ihe  results  obtained  through  their  organization,  the  Assoc ir.t ion  of 
a^nors  of  Eailroad  Securities,  since  its  orsanization  in  tho  early  part  of  1917,  have 
many  timos  justified  its  ostablishmont.    In  the  present  crisis  this  Association  of 
security  o-vners  is  the  only  agency  thoroughly  representative  of  the  holders  of  rail- 
road bonds  and  railroad  securities  \/hich  is  making  constructive  suggestions  and  throu{^. 
its  activities  and  counsel  making  effective  efforts  to  solve  railroad  problems,  ©le 
first  appearance  of  the  Association  was  in  1917  before  the  Interstate  Oommeroo  Oom-- 
mission  in  tho  fifteen  percent  rate  increase  case.    It  was  tho  first  time  the  security 
owners  of  the  cofuntry  wdre  ever  hoard  collectively  on  the  subjoct  affecting  them  and 
a  marked  impression  v/as  left  on  the  Commission.    From  that  da^r  there  has  been  a  march 
of  progress  on  tho. part  of  those  who  are  active  in  the  Association's  \70rk.    Uoirt  cane 
tho  standard  form  of  railroad  contract  under  federal  control*    The  work  of  the  disso- 
ciation secured  vital  provisions  in  tho  form  of  that  contract*    SSaen  crjne  tho  Dsch- 
Oummins  Act  in  v/hich  the  Association  took  a  foremost  part.    Its  efforts  mot  with 
great  success  for  the  financial  provisions  were  gotten  in  to  tho  Act  chiefly  through 
tho  intelligent  and  effective  work  of  the  Association  of  security  o^mors* 


Sbe  AssoQiatlQ&  oi  socuriiy  c^mdrs  iiaa  talcon  a  leading  poiition  in  tJiQ  prasont 
railroad  crlsia^  bdccuse  it  is  oonviz^Odd  that  through  it 8  aotivitlos  ajul  cooperation 
v/ith  tho  Xntorstatd  ^oomoroe  Commission  and  tho  railroads^  a  solution  of  railroad 
problems  can  bo  solved  and  be  made  to  produce  a  return  essential  to  enable  the  rail- 
roads  to  finance  their  obligations, 

* 

ThQ  advanced  position  which  the  Association  has  taken  in  the  appointment  of  a 
Board  of  Eccnonics  and  Enginooring,  indicated  the  dominant  position  v/hich  is  the  duty 
of  the  owners  of  railroad  soourities  to  take,  although  such  dominant  position  is  con^ 
trolled  only  by  a  dosire  to  bo  thorouj^ly  holpful  in  making  private  operation  satis- 
factory  to  the  public  and  the  investor  and  to  predlude  any  necessity  for  Govwnnent 
operation.    It  is  impartant  to  dosorlbe  the  functions  of  this  Board  of  EoonoBiics  and 
&iginoering«    Ho  msnibor  of  it  is  connected  v/ith  a  railroad  coiapany  or  with  any  fin- 

■ 

anoial  institution^    SSie  Board  is  unhcapored  by  tios  of  individual,  railroad  or  fin^- 
ancial  identity  or  oonorahipy  or  by  the  influenoee  of  any  pas^icular  security  ocming 
or  banking  grcup;  it  is  froe  from  the  environment  that  attends  Govemmontal  ^point- 
vmitm    It  can  pursue  its  investigations  and  reach  oonolusions  solely  with  the  purpose 
of  securing  the  substantial  ecoziomics  that  can  be  made  in  the  public  interest,  only 
possible  of  attainment  by  those  in  position  to  via/  the  transportation  ^stem  as  a  x&dIa 
dZho  sane  results  cannot  bo  expected  to  bo  attained  through  voluntary  agencies,  asso- 
ciations or  instrument alities  con?posed  of  officials  of  individual  railroads  or  ^stans, 

I 

surrounded  by  the  compelling  influences  that  are  necessarily  entailed  upon  those  who 
represent  the  conpotitive  interest  of  their  respective  railroads.    The  railroads  have 
been  organized  and  are  operated  under  highly  competitive  methods  of  administration. 

■ 

■ 

j^atd  i^le  ooinpotition  should  be  encoura^-od  and  provided  for  between  the  railroad  sys- 
tdBflf  %t  mat  be  kspt  uithin  reasonable  limits  and  tho  results  of  competitive  service 
obtained  without  the  waateftilness  that  is  unavoidable  under  the  present  system  under 
which  tram^ortation  by  rail  is  conductod«   So  othor  instrumentality  for  carrying  out 
the  full  purposes  contociplatod  by  the  Ssoh-Cummins  let  in  respect  to  oconomies  or  conr- 
solidations  could  be  devised  that  would  bo  so  free  to  cooperate  with  the  Cotonisslon  and 
tho  r^lroads  in  solving,  in  the  public  interest,  the  problems  now  confronting  the 
railroads,  as  this  Board  of  Gnomics  aiad  Sogineoring,  constituted  and  appointed  as  . 


it  has  beon.    Hho  ajsporianoe  of  tha  manibara  of  ihi»  Board  la  eoORomie  iwastlgatlOM 

aaa  railroad  conatruotion  end  operation  has  been  axosptionally  broad  and  varlad  Jsnd 

ospoclaXly  qualifies  than  for  the  prossat  undertaking. 

ae  appointment  of  the  Board  and  its  functioning,  oonsldsring  the  high  oharaotar 

Of  the  personnel,  admires  for  the  security  mmars  the  utmost  practicability  of  its 
Plans,   go  are  oonvinood  that  any  further  immediate  reduction  in  the  v^ges  of  Ubor  is 
out  of  the  question.    Freight  rates  o.^ot  bo  materially  reduced  for  some  time.  Hence 
tho  Association  believes  that  through  the  institution  of  far-reaching  econtaies  in 
railroad  operation  a  satisfactory  adjustment  of  rates  and  fares  could  be  brought  about, 
3!here  are  txio  directions  in  which  aoonomias  aro  to  be  instituted;  one.  by  affect- 
ins  an  organisation  of.  tho  officials  of  the  railroads  as  groupod  in  each  of  the  four 
torritorios  nou  established  by  the  Interstate  Oonnerce  Comission;  two.  through  a  can- 
tral  agency  or  corporation  to  supply  equipment  to  tho  railroads  Tvithout  profit  to  the 
corporation  and  to  perform  other  services  under  tho  supervision  of  tho  Comission. 

A  Board  of  exports  is  already  functioning  and  certain  mcdbers  of  tho  Board  are 
this  week  testifying  before  the  Senate  Committee  on  Interstate  Comaerco  in  favor  of 
the  practicability  of  the  Asaooiat ion's  plan  for  pro4>oiag  ecoaomlos  in  railroad  opor- 
ation.    Iho  Board  is  o.ssontially  an  advisory  body  in  laspeot  to  tho  possibilities  of 
economies  to  be  secured  through  the  suggestions  and  proposals  described  in  the  Assocla. 
tlon's  plans,   ist  present  tho  Board  has  under  investisation  various  ramifications  of 
railroad  oparattoa  and  is  ascertaining  what  economies  could  be  made  in  the  standard- 
isation of  eqolimsnt  in  the  repair  of  rolling  stock  and  in  shop  practices. 

jSxoy  are  m«aclng  studies  of  po«»ar  aooncmioa.  including  locomotive  in^rovements 
and  eleotrifleatlon.     may  are  finding  out  xAat  aoonoaios  oould  be  made  in  car  ser- 
vioo  and  in  the  joint  «se  of  ff  eight  and  passenger  tenainals.    Studios  are  being  made 
Of  loss  and  damago  and  the  great  saving  that  oould  bo  made  in  proper  coordination  in 
that  respect.    Ihoy  are  analysing  the  routing  of  traffic  in  order  to  suggest  savings 
that  could  bo  mado  by  tbo  railroads,  gottius  togdthdr  la  that  important  phase  of  rail- 
road operation.    Shoy  aro  studying  v/hat  could  b©  savod  by  tho  railroads  of  tho  country 
through  joint  aotion  by  tho  railroads  In  respect  to  the  purchase  of  fuel,  materials 
and  suppllos,    Tho  savings  to  be  made  in  the  sinplif  tcation  of  aooounttng  and  tho 


-7- 


profper  adjustment  of  traffio  rates  and  divisions  as  v/ell  as  wa^ps  am  viking  caxLit  ions  ♦ 

OSiia  \7ido  range  of  iavestleat ion  unquestionably  will  contribute  vastly  to  the 
solution  of  railroad  problems,    lHhiB  la  the  first  step  in  the  development  of  a  real 
scicmco  of  transportation. 

IhQ  Board  of  oxports  has  called  into  consultation  representatives  of  car  manu- 
facturing congpanios  in  order  to  adopt  standard  methods  in  respect  to  equipment*  This 
Soard  of  exports  will  develop  an  important  service  to  investors  gono>rally,  regardless 
of  the  present  plan  of  tho  Association,  for  they  will  be  at  all  times  available  to  As- 
sociation  m^anbership  in  vjatching  scientifically  railroad  operation  and  railroad 
management  • 

In  tho  development  of  tho  Association's  plan,  it  is  at  present  proposing,  their 
advice  may  be  thoroughly  depended  upon,    2Ehe  Association's  plans  propose  the  effect- 
ing  of  those  oconomios  by  a  group  organiaation  of  the  carriers  of  the  country*  It 
is  tho  logical  outcome  of  the  group  method  for  makizig  rates. 

aXhe  Commission  in  accordciice  v/ith  the  Transportation  Act,  divided  the  country 
into  four  districts  or  groups  and  applied  different  percentages  of  increase  in  rates 
fpr  the  several  districts.    On  tho  rggregate  value  of  the  railroad  property  in  each 
district  tho  yield  from  rates  was  computed  in  accordance  with  the  Ssch-Cummins  Law, 
Since  rates  are  made  on  the  basis  of  all  the  carriers  in  each  group,  it  is  entirely 
consistent  to  seek. redaction  In  oporating  dosts  by  groups.    The  Association  proposes 
that  this  group  organization  v/ill  be  brought  about  by  tho  railroads  themsolvos.  Five 
railroad  officials  to  be  selected  by  and  from  among  the  railroads  v/ithin  each  group, 
v/ill  consist  ^.group  railwcy  board*    !Ehey  T/ill  be  responsible  for  stuping  the  var- 
ious phasos  of  railroad  operation  by  select Ujg  the  men  on  the  railroads  of  the  group 
best  qualified  in  those  various  pliasos  and  in  such  a  way  to  lnvest,igato  and  report 
advanced  methods  f»r  producing  economies  through  the  railroads  jointly  using  their 
various  facilities  for  transportation  and  in  standardizing  machinery  and  equipment, 
\7hen  it  is  considered  that  there  are  over  two  thousand  different  types  of  freight 

■  • 

cars  in  tho  United  States,  it  is  reasonable  to  assume  that  such  studies  will  produce 
most  far-reaching  economies. 


RQspQctiiis  tho  nr^tldnaX  orgojiissation  tiirea  officials  are  to  be  selectad  from 
oaoh  of  the  four  group  bor,rds,  twelve  in  all,  to  servo  on  a  national  board,  v/ith 
tT70lve  additional  menbors  selected  from  the  trustees  of  the  National  BailT/ay  Service 
Corporation*    alius  this  national  board  would  be  coi^posed  of  practical  railway  off iciali 
and  mon  trained  in  finance  and  general  business  administration,    ^is  board  would  pes- 
slbly  not  moot  laoro  than  foar  or  fivo  times  a  year  and  then  only  to  determine  on  the 
questions  of  logislatlon  and  public  policy*    On  tho  other  hand,  tho  Board  of  Economics 

# 

and  SnGineorine  will  stand  in  an  advisory  position  in  rospoot  to  the  group  and  national 
opganlaations.    It  is  proposterous  to  assume  that  this  program  as  charged,  will  mean 
the  creation  of  new  govemmont  boards,  and  unnecessary  machinery.    It  is  the  only 
thing  which  will  effect ivoly  remove  tho  railroads  from  tho  realm  -of  federal  control  and 
if  tho  principle  upon  which  it  is  based  is  not  accepted,  in  ntj  judgment  federal  control 
and  ovontually  government  ownership  are  inevitable. 

It  is  far  from  the  intention  of  the  Association  of  security  a/nors  to  have  the 
group  boards  or  nationrj  board  operate  the  raxlroa.ds,    2heir  functions  will  be  purely 

»     *     ■  ■  ■  ■ 

advisojry.    !I5iqy  would  not  intorforo  with  the  Boards  of  Directors  of  railroads.  The 
studios  of  tho  boards  would  bo  subnittod  to  the  directors  of  the  respective  railroads, 
thus  Icoeplng  beforo  the  directors  the  relation  of  coordination  to  economical  manage- 
ment.   Boards  of  Directors  will  function  more  than  ov or  before.    The  plan  provides  a 
getting  together  process  of  tho  railroads*    dSiis  has  never  been  accomplishad  in  the 
pa-st,  though  tho  railroads  have  had  their  voluntary  Association  of  3cecutives  for  a 
number  of  years,  which  lias  acted  without  the  knowledge  of  railroad  directorates  on 
i:3attors  which  hscgo  been  found  to  bo  v/holly  iraprajotioable  and  unsrorkable  because  of  the 
high  degree  of  coii5?etition  constantly  maintained. 

Tho  organization  described  would  develop  the  long  needed  science  of  transportation 
I  referred  to  previously.    It  \/ould  give  to  tho  railroads  a  "Poderal  Reserve  System*' 
of  transportation.    It  would  scientifically  assenDlo  information  available  to  the 
shippers  and  the  public  as  to  what  relation  railroad  rates  boar  to  oomaorce.    The  lack 
of  this  information  in  tho  recent  past  is  responsible  for  many  difficulties  the  rail- 
roads  aro  nov/  orp  or iencing. 
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She  orgaiaaation  would  bring  to -other  railroad  intolligonco,  put  it  through  the  ' 
most  oxpert  onginodring  skill  gsvailabla  and  grind  it  into  correct  and  unr.ssailnblo 
principles  and  polioios  of  railroad  transportation.    The  Bosrd  of  Sconomics  and  Siigin- 
esring  will  take  up  tho  go  est  ions  involved  in  railroad  consolidations  in  which  the 
security  owner  must  bo  interested  vitally,    it  is  incumbent  upon  the  Associr.tion  of 
security  o^^^ors.  representing  as  it  does  suc^  a  vast  amount  of  railroad  securit ies,to 
prepare  to  meet  the  conditions  which  surround  tho  railroads  that  issued  them.  . 
quiromentto  the  solution  of  the  questions  irarolvad  is  an  impartial  tribunal  composed 
of  competent  men  such  as  those  on  the  Association's  Board  of  Bi^ineers  to  woHc  out  in 
cooperation  with  those  who  will  cooperate,  including  the  interstate  Commoroe  Commission 
and  railroad  officials,  the  solution  of  this  tremendous  problem.    Since  all  oonsolida- 
tion0  Tdll  require  in  the  main  tho  consent  of  those  who  avn  the  securities  of  the  rail- 

* 

roads  to  ba  consolidated,  the  cooperation  of  an  association  representing  so  large  a 

■ 

proportion  of  aach.  socurities  should  be  of  great  assistance,    it  is  desirable  to  hold 
consolidations  within  roasonablo  limits  so  as  not  to  impair  incentive  and  retard  rail- 
road  construction  into  territories  awaiting  development,   T/hen  it  is  considered  that 
two-thirds  of  tho  country's  aroa  is  yot  to  bo  developed  from  a  transportation  stand- 
point,  the  iiaportanoe  of  placing  no  obstaclos  in  tho  way  of  oxt^niding  such  facilities 
is  very  evident* 

« 

Tbo  obvious  necessity  of  tho  group  plan,  using  the  groups  already  established  by 
the  Oonnission,  being  put  into  operation,  cannot  be  overerphasiaed.    The  conditions  of 
railroads  within  each  of  tho  four  groups  varo  similar,    !Eho  reduction  of  railroad  rates 
to  any  largo  extent  essentially  depends  upon  the  institution  of  major  ooonomios  by  the 
coordination  by  groups  of  railroad  tominal  facilities,  trade  and  other  facilities. 
Jo^nt  action  by  tho  railroads  in  groups  in  respect  to  purchases  of  fuel,  materials  and 
supplies,  it  is  ostinated  would  institute  an  aainual  sa^^ing  of  one  half  billion  dollars. 
In  addition  observe  what  effect  such  cooperation  would  have  upon  the  multitudinous  in- 
Castries  dxjpondent  fojp  support  on  tho  railroads,    ThQ  coal  miners  would  be  kopt  at  nor- 
mal production  throut^out  the  year*    !Eha  eguipmGnt  majtafacturers  would  bo  enabled  to 
anticipate  the  needs  of  tho  railroads  well  in  advazsco  of  the  demand  for  equipment. 
Credit  would  be  measurably  iqprovod  and  such  coordination  would  bost  serve  to  stabilize 


"ba^ineBS  {i^aBoraXly,   Hanlfostly  this  getting  together  or  ooordlnative  prooess  la  im^ 
posslVle  of  attaiuBesit  if  left  to  the  voluntary  action  of  xailii^ay  management*    It  must 
be  required  of  the  rctllroads  not  liy  legislative  mandate^  but  by  l^islativo  pressure 
and  Indaoed  or  instigated  by  the  oolleotive  Inf luenoe  of  the  onners  of  railroad  socurl- 
tles^    !Ehere  is  not  a  bank^  in  this  Association  or  In  the  country  v;ho  does  not  oam- 
estly  desire  the  proper  solution  of  railroad  problesas  on  the.  basis  of  the  nearest  ap- 
proach to  a  poznazient  solutiozu    ZSaat  peroanent  solution  can  only  be  found  by  the 
)ucthad  suggested  by  the  Assoeiatxon  of  security  or/ners, -through  the  railroads  them-- 
solves  being  required  to  coordlnata  railroad  service  and  facllitios.    It  is  the  only 
way  In  which  private  oporation  will  survive.    It  is  upon  that  basis  the  Association 
will  stand  or  fall.    Par  better  it  would  be  were  the  security  owners  to  ask  the  Gov- 
errmiGnt  to  take  over  the  propertlos  and  pay  for  them  rather  than  to  risk  a  return  to 
old  nothods  under  highly  conpotitive  railv/ay  organization.    It  is  the  sole  way  in  x^loh 
railway  transportation  as  a  vdiole  will. further  develop  and  adequately  serve  the  public, 
it  will  ungLuestlonablJt  equalize  transportation  and  eventually  lead  to  fair,  equitable 
and  offoctive  consolidations.    This  country  still  has  wide  areas  of  virgin  territory, 
asBTaitinG  dov^lopmont  after  the  laying  of  tracks,  all  of  whi<fli  will  come  with  a  rehab- 
ilitated  railroad  ^stem  scientifically  operated* 

IBh©  socarlty  oonors  Association  last  July  organiaod  the  Hatiiinal  Eailway  Service 
Corporation  following  an  act  of  Oongress  amending  the  Bsoh-Cuaains  Law  lahich  gave  the 
Zmer state  OoDBooros  Oonmission  the  power  to  make  loans  to  such  a  coiporatlon«-A7hich 
became  an  agency  of  the  Conpission^-out  of  the  rovolviug  fund  of  §300,000,000  provided 
in  the  Lasr,    Olbls  Ooxporation  which  operates  without  profit,  v/as  organized  for  the 
purpose  of  financing  and  furnishing  cars  and  locomotives  to  railroads^   Already  a  nuo- 
-A>er  of  carriers  otherwise  unable  to  secure  funds  to  purchase  equipment,  have  been  fur- 
nifllhed  equipment  by  the  Corporation  on  a  very  satisfactory  basis.    25iis  Corporation 
should  not  only  supply  carriers  with  equipment  under  long  time  yearly  payments,  but  if 
so  provided  by  Congress,  it  would  bo  enabled  to  acquire  a  '^floating  supply"  of  equip- 
jaent  to  be  leased  to  carriers  on  a  per  diem  basis.    The  railroads  would  largely  reduce 
their  capitalization  for  equipment,  making  purchases  to  meet  only  their  normal  require- 
ments,  securing  from  t&o  Service  Corporation  the  equipment  to  meet  seasonal  d«nands« 


Large  smogs  would  bo  mdo  in  tho  iniiial  cost  of  oquipment  and  a  greatly  reduced 

I 

numbop  of  oars  reqalred,  tho  floatii2g  squipraant  being  shifted  from  oas  railroad  to 
another  and  from  one  soction  of  the  co'antry  to  another,   IVhen  it  is  observed  that 
there  are  approximately  300.000  freight  train  cars  in  the  aggregate,  owned  by  the  car- 
riers of  the  country  and  used  on  the  average  of  only  two  months  in  the  year,  it  is 
highly  important  that  this  suggested  Pallman  Company  of  freight,  tho  national  Railway 
Sei-vico  Corporation,  be  enabled  to  flanotion  to  the  nttermont.    Since  bankers  are  in^ 
terosted  in  the  improvement  of  short  time  credits  which  materially  follows  the  facili- 
tation of  an  adequate  movement  of  equipment  Ti?hi^  permits  the  preempt  liquidation  of 
short  indebtedness^  it  is  reasonable  to  assume  that  regardless  of  thoir  owning  rail- 
road  securities  they  woald  unajiimou sly  favor  the  present  activities  of  the  Association 
of  security  omers  uhioh  is  respousiblo  for  the  Corporation. 

Under  the  Bsch-Cuniains  law  the  Coranissioa  is  required  to  institute  economies  if 
the  railroads  themselves  do  not  produce  them.    iSscess  Covomraent  regulation  has  grown 
oat  of  the  lack  ctf  coordination  of  effort  in  the  railroad  systoa  as  a  whole.    It  re- 
mains for  the  railroads  themselves  and  it  will  bo  done  with  the  aid  of  the  Association 
to  limit  Govenanoat  reg>jlation  by  the  organization  of  agencies  amon^  the  railroads 
themselves  which  would  guarantee  to  the  public  and ^the  Shippers  adequate  transportetior 
facilities  at  rates  which  the  public  must  be  satisfied  are  in  line  with  intensive 
econooies  and  wise  adnini  strati  on. 

lEhis  week  iir*  Warf ield^  the  president  of  tho  Association  of  security  owners^  be- 
fore the  Senate  Cocsoittee  on  Interstate  Commerce,  advocated  and  urged  the  aPPlioation 
of  this  principle  of  coordinated  relations  to  the  interstate  Commerce  Commission  and 
the  Eaiiroad  Labor  Board.    33iat  situation  has  proved  ridiculous,    it  is  unthinkable 
that  the  Conmiasion  which  provides  rates  and  .fares  to  operate  railroads  should  have 
^o  r-elatiozis  or  understanding  with  the  labor  board  which  adjusts  wages,  now  constitu- 
tins  65^  of  all  operating  expenditures.         Warf  ield  asked  the  question,  "Can  tho 
Coiomiasion  in  the  wording  of  the  Coroaerce  Act,  exercise  •authority  to  inquire  into 
iihe.  management,  of  the  business    keep  itself  Infomed  as  to  the  manner  and  method  in 
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to  fix  wagGs,  a»d  tho  other  v/ith  tho  duty  of  supplyiiig  tHa  money  from  rates  to  pay 
tHom,  fcoep  tho  railroads  ruimins  and  enable  them  to  sell  their  securities?"    it  is  ob- 
vious  tbat  tho  lack  of  ooordinaiion  of  tho  railroaAs/tUo  oountiy  sogsested  the  ore«- 
ioa  of  wch  a  straogo  situation,  • 


m  ooaoluaian,  i  have  ondocvored  to  osjlaiii  to  you  tho  far  reaohine  Inportance 
of  thQ  ppo8«Bt  aotlTitlos  of  tho  Association  of  security  ownors.    It  was  the  msb  ap- 
propriate way  la  ny  j;,denoat  to  discuss  this  all  absorbiag  subject  of  the  "Duty  of 
amors  of  Railroad  Secaritlos  in  the  Present  Hailroad  Crisis-,    i  believe  thoroughly 
in  the  essential  sOnndMae  of  the  Association's  course  of  action  as  the  only  solution 

xon  has  loxjg  enciig.h  suff ored  from  arterio  sclerosis, 
2?2io  maia  of  the  nation«s  arteries  nasi  be  softened  through  the  process  of  coordination 


dimi 


readjust  facilities  forward,  not  bactoard.  and  roduco  rates  through  major  economies  so 
that  Shippers  win  Aip,  to  stabiliao  nartet  valuos  so  that  Investors  and  Superintend- 
ents Of  Banks  aad  Inaaraaoe  can  sleep  and  to  give  tho  govormiont  rogulatory  bodies 
tho  tine  and  opportunity  to  get  out  of  railroad  operation  and  into  railroad  regulation, 


